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Abstract: 
Much has been written about the benefits to be derived from maximising organisational capability as a 
means of increasing competitive advantage, establishing human resource functions as a strategic partner 
and improving stakeholder satisfaction.  However, there is very little in the research on how organisations 
build their organisational capability.  This paper proposes a Model of Organisational Capability based on 
three domains – the Strategic Intent, Organisational Structures and Individual Knowledge.  The Model 
explores how systems and processes can be aligned to maximize organisational capability.  The model can 
be used by researchers to examine the forces that build organisational capability in organisations, and 
determine critical success factors.  Practitioners wishing to maximize their organisational capability can 
draw on the Model and suggested steps, to assist them to explore the organisational capability agenda for 
their business.  
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1 Introduction 
Much has been written about the benefits and impacts of organisational capability (OC) in the workplace.  
The role OC can play in organisations has been described as: 
• Increasing competitive advantage through basing strategy on an understanding of the strengths 
and weaknesses of the workforce (Barney 1991; Grant 1991). 
• Establishing the Human Resources Development function as a strategic partner.  In this way OC 
acts as a linchpin between strategy and human resources (HR),  therefore HR becomes a proactive 
source of competitive advantage, rather than reactive in focusing on performance gaps (Ulrick and 
Lake 1991; Luoma 2000). 
• Driving organisational outcomes, such as stakeholder satisfaction and customer satisfaction 
(Ulrick and Lake 1991; Yeung and Berman 1997). 
• Improving person-organisation fit from selection processes, more favourable employee attitudes, 
and reinforcement of appropriate organisational design (Bowen, Ledfor et al. 1991). 
• Communicating valued behaviours, raising competency levels and reinforcing positive values 
(Finegold, Lawler III et al. 1998). 
 
There is very little offered in the literature on how an organisation may build its OC. Although Prahalad 
(1998) identifies that OC development needs to be managed at the individual, team and organisational 
level, he does not offer an approach for developing desired OC.  This point is clearly made by Finegold, 
Lawler III et al. (1998, p. 152) who suggest that “there are still no operational systems that would allow an 
organisation to go directly from a strategy calling for particular competencies to organizational systems in 
which particular competencies could be developed”. 
 
2 Definition of Organisational Capability 
OC according to Leonard-Barton (1992, p. 113-4) “is the knowledge set that distinguishes and provides 
competitive advantage”.  This suggests that pursuit of greater organisational knowledge is a central 
motivator for organisations seeking to develop their OC.  Nonaka (2002) defines knowledge as ‘justified 
true belief’. Delahaye (forthcoming) suggests a four tier hierarchy of knowledge that reinforces the 
significance of the individual in the building of knowledge in organisations.  His hierarchy builds from 
data with no meaning on its own; information having simple messages (for example, within the manual of 
procedures of an organisation); inert knowledge giving considered opinion (for example, within 
textbooks); through to embodied knowledge, held within the minds of individuals, that can be accessed at 
various times depending on conscious and sub-conscious cues. 
 
The depth of understanding of how individual expertise is developed provides useful insights for OC.  
Taxonomies of how individuals learn proposed by several writers (Perry 1975; Biggs and Collis 1982; 
Stephenson 1992; Sveiby 1997)  suggest that expertise is at the ultimate level when the knowledge, skills 
and abilities of the individual allow them to operate in new contexts and new ways, thus demonstrating 
innovation and flexibility.  The goals of innovation and flexibility identified for individuals can be applied 
equally to organisations.  
 
Therefore, this paper defines OC as the embodied knowledge set that supports competitive advantage 
through innovation and flexibility gained by building alignment between the expertise of the strategic 
direction, the organisational structure and the knowledge and expertise of the individuals in the workforce. 
 
To assist organisations to build their OC, this paper proposes a Model of Organisational Capability 
(MOC), based on a review of the literature. A model can be a powerful vehicle for developing greater 
understanding of the critical domains and enablers that constitute OC.  
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3 Three Domains of Organisational Capability 
The  MOC suggested in this paper is based on three domains or spheres of influence – strategic intent, 
organisational structure and individual knowledge.  Similar domains have also been identified as 
necessary for building knowledge and organisational performance (Boyatzis 1982; Leonard-Barton 1992; 
Prahalad 1998).   
3.1 Strategic Intent Domain 
The Strategic Intent Domain is the first domain of the MOC.  This domain explores the strategic direction 
of the organisation in terms of the Resource Based Theory of the Firm (RBTF) perspective of strategy 
development (Barney 1991; Grant 1991).   
 
The traditional approaches to strategic planning assume resources will be readily sourced in the market, 
whereas the RBTF places an unequivocal value to the organisation’s human capital, and sees the strengths 
of the workforce as the starting point for strategy development.  RBTF acknowledges the strategic value 
of the intangible resources of the organisation, and bases strategy development on the characteristics and 
qualities of these resources (Hayes 1985; Prahalad and Hamel 1990; Ulrick and Lake 1991; Teece, Pisano 
et al. 1998; Luoma 2000).    
 
The focus on human resources and intangible assets is supported by research on large innovative firms.  
This research has shown that successful organisations were able to identify their core strengths, and then 
use this understanding to determine a viable strategic direction (Prahalad and Hamel 1990; Pavitt 1991; 
Teece, Pisano et al. 1998).  The change in thinking about the strategy development approach is clearly 
stated by Hayes (1985, p. 118)  “Do not develop plans and then seek capabilities, instead, build 
capabilities and then encourage the development of plans for exploiting them”.   
The RBTF offers the following desired characteristics for the Strategic Intent Domain: 
• Explicit direction 
Organisations need to make explicit statements about their direction, or at least describe deliverables 
in strategic plans (Handy 1994; Yeung and Berman 1997; Schön 2002).  In most strategic plans this 
explicit direction is provided by the mission statement (Davidson and Griffin 2003). 
• Qualities of workforce   
This requires an understanding of a workforce’s qualities, rather than merely budgetary focused 
profiling information (Grant 1991; Pavitt 1991; Teece, Pisano et al. 1998). Such an understanding 
could be found in a knowledge audit report, or indirectly, in job descriptions. 
• Inform organisational processes   
This includes management processes such as organisational structures and hierarchies, technical 
systems and the values and norms of the organisation (Leonard-Barton 1992).   
• Inform future direction   
Clearly defining probable future direction enables focused information-sharing across boundaries, and 
triggers the development of future expertise that individuals may need to develop to give the 
organisation optimum flexibility and direction for innovation (Hayes 1985). Such future direction 
should be provided in the strategic plan, especially in the explicit strategies and the strategic 
objectives. 
In summary, the Strategic Intent Domain should clearly define the capabilities of the workforce, inform 
organisational processes and inform future direction. 
3.2  Organisational Structures Domain 
The second domain reflects the Organisational Structures.  This domain represents the traditional HR 
strategies and processes.  The MOC identifies the following characteristics of the organisational structures 
domain: 
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• Meaningful job roles 
Job roles need to be sufficiently aligned with the strategic intent to anticipate changes. This allows 
both the organisation and individuals to be more flexible in how they respond to movements in the 
domains (Nankervis, Compton et al. 1993; Handy 1994; Shippmann, Ash et al. 2000; Brannick 
and Levine 2002). 
• Guided performance management 
Guided performance management explicitly describes how jobs and organisational processes 
support the strategic intent, and can be used as a vehicle for organisational change and learning 
(Mohrman Jnr and Hohrman 1998; Turner and Crawford 1998; Scotts 1999; Delahaye 2000).   
3.3 Individual Knowledge Domain 
The third domain of the MOC is the Individual Knowledge Domain.  Every individual who is part of the 
organisation has their own unique knowledge, skills and abilities (KSA) that they bring to the 
organisation. These KSA reflect the whole person, of which their work roles are but only one facet.  These 
KSA are seen as being context free, with a specific attribute having a fixed meaning in itself, and thus can 
be adopted in a range of work activities (Sandberg 1994).  For example, communication skills can relate to 
a variety of work contexts. 
 
The characteristics of the Individual Knowledge Domain are as follows: 
• Clearly defined core KSA    
This assists the organisation to develop the optimum workforce for the future by creating greater 
stability and career opportunities (Sandberg 1994; Sveiby 1997). 
• Current and future knowledge networks  
Knowledge networks need to support both current job contexts and future potential innovations.  
Attention to supporting both provides the organisation with added flexibility in responding to 
changes in the defined core capabilities.  These are seen as including both tacit and explicit 
knowledge networks (Leonard-Barton 1992). 
4 Model of Organisational Capability 
The model, as shown in Figure 1, has three major sections – the three domains of strategic intent, 
organisational structures and individual knowledge, already discussed; three enablers that are formed by 
the intersection of the three domains; and Core OC, at the centre of the model and formed by the 
intersection of the three enablers.  
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Figure 1: Model of Organisational Capability 
 
4.1 Organisational Capability 
The intersections of the three domains of strategic intent, organisational structures and individual 
knowledge identify the enabling systems and processes that build the synergy and alignment between the 
domains. The three enablers of organisational systems, knowledge networks and job context become the 
basis for building OC. These enablers are: 
• Organisational Systems Enablers  from the Strategic Intent and Organisational Structures Domains. 
These are the organisational systems that imbed the strategic intent into the organisational structures 
(Leonard-Barton 1992; Sveiby 1997), and include: 
o management processes such as business planning and workforce planning; 
o technical processes that support the business; 
o organisational values and norms; and  
o inert knowledge systems, such as career path planning.  
For example, in university faculties, the workforce planning process could be seen as an 
organisational system enabler.  This enabler includes information about the profile and expertise of 
the workforce that links the strategic direction of the university with the organisational structures. 
• Knowledge Networks Enablers from the Strategic Intent and Individual Knowledge Domains.   
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The Knolwedge Networks Enablers reflect the KSA an individual possesses that can  directly 
contribute to the organisation’s strategic purpose.  These are the KSA a person has that aligns most 
closely to the strategic intent of the organisation, with the size of this overlap  a strong indicator of the 
suitability or fit of the workforce.  It is reflected by processes that encourage multi-disciplinary 
exchanges of tacit and explicit information sharing (Barney 1991; Grant 1991; Sveiby 1997). For 
example, universities collect information on the research interests and grants profile of academic staff.  
This information links the strategic focus of the university with the knowledge of individual 
academics.  
 
 
• Job Context Enablers from the Organisational Structures and Individual Knowledge Domains. 
The Job Context Enablers represent the elements of an individual’s job that are reinforced by the 
organisation’s structure. How the organisation defines the work roles and organisational structures, 
guides staff as to which of their KSA are most valued.  Individuals naturally bring a wide range of 
KSA to the roles they perform - only a sub-set of these will relate directly to the strategic context at 
any given time. Therefore, learning and development programs need to use job contexts to build the 
most relevant expertise of the individual. Extensive research shows that job contexts that support 
learning and development programs increase the learning of staff (Gonczi 1999; Chappell, Gonczi et 
al. 2000; Sandberg 2000a; Sandberg 2000b; Schön 2002).  For example, universities define the roles 
and competencies required of senior academics.  This defines for the academic which of their KSA 
most directly relate to their job role, and as such, are reflected in the organisational structure. 
 
In summary, the three enablers of organisational systems, knolwedge networks and job context, support 
the organisation to build its organisational capability.  Bringing the three domains together provides the 
complete MOC. OC is built in organisations by aligning the organisational systems and processes 
represented in the model, to maximize the alignment of the enablers.  Clearly, the greater the overlap 
between these three domains, the stronger the match between the expertise of the individual and the 
organisational structures that support and reinforce the strategic direction. 
4.2 Core Organisational Capability 
The organisation’s core capabilities are represented at the union of the three enablers, and provide the 
central focus for the MOC.  The intersection of the three enablers forms the Core OC, which is supported 
by the development of organisational capability through the three enablers.   
 
Applying Prahalad and Hamel (1990, p. 83-84) tests for organisational core competence and capability, 
which relates directly to the Core OC discussed in this paper, helps to clarify the difference between  OC 
and a Core OC.  Their criteria are as follows: 
• provide potential access to a wide variety of markets 
• make a significant contribution to the customer's perceived benefit of the product 
• are difficult for competitors to imitate, and 
• are broadly based across the organisation and are more visible to customers than competitors 
(Hamel and Prahalad 1992). 
 
To clarify the difference between OC and Core OC, the university examples of enablers, can show how 
systems and processes can differentiate between those aspects that are part of broader OC, and those that 
more directly help to build the Core OC of the organisation.  The examples below focus on a Core OC of 
securing funding for university research programs:   
• Organisational Systems Enablers – Workforce planning information is important to universities, 
who can spend in the vicinity of 80% of their budget on staff related costs.  The establishment 
listing showing staff numbers by level is part of this information, and assists faculties prepare 
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budgets, but does not support the Core OC.  However, the staffs’ experience and performance in 
securing research funding and establishing strategic alliances with industry, support the Core OC.  
• Knowledge Networks Enablers – The university database of staff's’ research interest can help to 
support information-sharing on issues of common interest to academics, but does not support the 
Core OC.  However, records of current research programs will support sharing of knowledge 
between disciplines that build Core OC. 
• Job Context Enablers – All organisations need to define the roles and expectations of individuals.  
These roles are then reinforced by organisational structures and defined in job descriptions and 
role statements.  Most  academics need to undertake teaching and learning, and conduct research.  
However, the Core OC relates to an academic's ability to build alliances to secure ongoing 
funding.  
This does not imply that the broader OC processes and systems are not important, but they do not directly 
build the competitive advantage to the same extent as the Core OC systems and processes (Leonard-
Barton 1992).   
 
Although the Core OC is the intersection of all three Domains, the need for innovation and flexibility 
requires the supporting enabler’s systems and processes to be more broadly based.  By having supporting 
systems and processes, the organisation can fine-tune their view on Core OC with minimal change in 
focus to the organisation’s systems and processes. The advantage of an OC agenda is the added flexibility 
of being able to respond to these changes by incremental movements in the enabling systems and 
processes that support the MOC.  This mitigates the need for more radical changes that might otherwise be 
required if more quantum changes in knowledge were seen as required by the organisation. 
5 Implications for Building Organisational Capability 
An organisation with an effective MOC gives individuals a clear message of what KSA the organisation 
values now, and in the foreseeable future.  By strengthening the enablers to support the Core OC, at least 
three additional benefits can be achieved:  
• Stronger competitive advantage and reduced risks - greater flexibility and innovation to respond 
to changing external influences.   
The knowledge networks, job contexts and organisational systems can be aligned to develop an 
appropriate depth of Core OC, based on a greater level of organisational knowledge. 
• Greater stability - organisations are better placed to make measured changes when their domains 
are well aligned.   
When the enablers are overtly aligned, adjustments that may be necessary, due to changes in Core 
OC can be more readily made.  It is far easier to modify the alignment of existing processes and 
systems than to create new ones.   
• Individuals are more informed and empowered.   
The workforce can take responsibility for their own careers, as expectations are explicit. 
 
The MOC offers researchers and practioners a framework for defining and developing OC.  The MOC can 
be used by researchers to examine the forces that build OC in organisations, and compare the approaches 
of different organisations, to determine critical success factors.  Practioners wishing to adopt an OC 
agenda can draw on the MOC to assist them to: 
• Define their Core OC to provide a clear focus for developing the enabling systems and processes. 
• Define their Domains of Strategic Intent, Organisational Structures and Individual Knowledge. 
• Examine the alignment of enabling systems and processes to build their OC. 
 
To maximize their Core OC, organisations need to focus on the following: 
Step 1:  Define the desired Core OC based on an understanding of the qualities of the three Domains of 
the strategic intent, organisational structures and knowledge of individuals in the workforce.  This 
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can be achieved in a number of ways, depending on the nature of the organisation.  Stakeholder 
forums, analysis of strategic plans, focus groups with senior managers, and environmental 
analysis can provide useful sources of information.  Prahalad & Hamel's (1990) criteria is a useful 
guide to distinguishing between OC and Core OC.  Once identified, these will need to be 
reviewed to accommodate changes in the three Domains. 
Step 2:  Review the characteristics of the three Domains and the degree of overlap in current systems and 
processes.  Maximum overlap can be achieved by: 
• Strategic planning processes based on RBTF perspectives formulating strategies that build 
on the intangible assets of the workforce. 
• Building organisational processes that support a congruent message of the future direction 
of the organisation, for example: 
o performance management processes focusing on Core OC;  
o workforce planning processes based on Grant's (1991) model; 
o promote a culture, values and norms of the organisation based on performance, 
open sharing of information and self empowerment; and 
o knowledge management approaches that imbed the Core OC by building the tacit 
and explicit knowledge of the organisation. 
• Developing the optimum workforce by engaging and promoting staff with the expertise 
needed now, and in the future. Defining job roles that support the development of KSA to 
build an organisation’s competitive advantage.  This can be achieved by behavioural 
competency based recruitment and selection, and targeted learning and development 
strategies. 
6 Summary 
Building Core OC requires alignment between the enabling systems and processes, as defined by the 
MOC.  Strong broad OC supports the Core OC, providing organisations with greater capacity to be 
innovative and flexible, with increased competitive advantage.  By defining an organisation’s Core OC the 
expectations of the workforce are explicit, enabling employees to manage their own careers.  Further 
research is needed on how organisations define their Core OC, and align their enabling systems and 
processes. 
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